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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in current U.S. $ Million and represent period 
averages. . 
Exchange Rate: US$1.00=815.2 won Percent Change 
As of September 30, 1984. : Ist Half Est. Ist Half 
1983 - 1984 1984 1983 1984 1984 


- INCOME, PRODUCTION, EMPLOYMENT 
GNP 75,280 79,662 ae a 
GNP at Constant (1980) Prices 75,208 80,849 . 9.5* ‘ _ 
Per Capita GNP ($) 1,884 1,963 viz? C" 
Plant & Equipment Investment 8,511 9,360 12.0* ae 
Personal .Income 57,592 60,556 2" - 
Indices: 1980=100 
Industrial Production 135.6 : Poti 1Se2 
- Avg. Labor Productivity 140.6 158. ee 
Avg. Industrial Wage 154.2 : 163. 11.9 
‘ Labor Force (Thous.) 15,128 14,850 — 
Avg. Unemployment Rate (%) 4.] ; 2: 
Total Population (Thous. Mid-year) 39,95] 40,578 


MONEY AND PRICES 
Money Supply (M2) 1/ 28,835 30,77) 
Interest Rates (Comml]. Banks) 10. : 10% 
Indices: 1980=100 
Wholesale Price 126. : 127. 
Consumer Price, all cities 134. , isi. 
‘GNP Deflator iz? 130. 


BALANCE OF PAYMENTS AND TRADE 

Gold and FX. Reserves 1/ 6,910 6,742 7,000 

External Debt 1/ 2/ 40,100 - 43,000 

Annual Debt Service 3/ 4,660 ~ 5,740 

Annual Debt. Service Ratio (%) 3/ 15. ~ 16. ~ 

Balance on Current Account -1,607 -1,113 -1,500 - 

Balance of Trade (FOB) -1,700 -1,034 -1,400 - 

Exports (FOB), Customs Basis 24,445 13,899 29 ,000 Pts 
To U.S. 8,245 5,168 10,500 . aes 

Imports (CIF), Customs Basis 26,192 15,488 32 ,000 8. 
From U.S. 6,274 3,581 7,500 S. 

Average Exchange Rate (Won/US$) 776.2 7197.3 804.6 6. 

Period-End Exchange Rate (Won/US$) 795.5 803.4 820.0 6. ; s 


A. Major imports from the U.S. in 1983 Cin U.S. $ million, CIF): Grain ($969), 
Electronics and Electrical Machinery ($967), Non-electrical Machinery ($774), Raw Cotton 


($440), Scrap Iron ($143), Coal ($127), Raw Hides & Skins ($273) and Pulp and Papers 
($192). 


A.B. Major exports to the U.S. in 1983 Cin U.S. $ million, FOB): Textiles ($1,665), 


Electronics and Electrical Machinery ($1,671), Footwear ($880), Iron & Steel Products 
($891) and Ships ($643). 


' Footnotes: * Percentage changes calculated in won terms. ** Discontinuity in a time 
series. 1/ Data are for end of period. 2/ All external debt including debt of under one C \ 
year maturity. 3/ Includes payments on debt of one year and longer maturity as a = 
percentage of total exports of goods and services. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of Finance. 





I. OVERVIEW 

The Republic of Korea (ROK) continues to enjoy exceptionally strong 
real growth in an environment of very tight fiscal and monetary 
policy. Output in the first half of 1984 grew an estimated 8.4 
percent, with inflation at the historically low level of about 2. 
percent. The Gross National Product (GNP) of Korea is expected to 
approximate $80 billion in 1984, with per capita GNP just a bit shy 
of $2,000. Korean exports for the first eight months of 1984 were 
up 23 percent from the first eight months of 1983 to about $18.7 
billion dollars, while imports, stimulated by both strong domestic 
demand and import liberalization, were up 29 percent to about $20.8 
billion. The higher than expected imports and international 
interest rates suggest that Korea's 1984 current account deficit 
will approximate that of 1983 ($1.6 billion), but increasing 
investment and other foreign exchange inflows should keep Korea's 
international debt of about $43 billion to a very manageable debt 
service ratio of about 21 percent, including short term debt. 


II. POLITICAL SETTING 


Korea has enjoyed both domestic political stability and very 
positive international exposure since the assassination of 17 top 
ROKG officials -in Rangoon by North Korean commandos on October 9, 
1983. As this is written one year later, the ROK cabinet formed in 
the wake of the Rangoon tragedy had remained intact for 12 months -- 
something of a record tenure for Korean cabinets in the last several 
years. President Chun, Doo Hwan continues to stress his intent to 
implement the transfer of power provisions of the 1980 Constitution 
by stepping down when his term expires in early 1988, and continues 
to push the protess of gradual political liberalization toward that 
transfer. Local news coverage of economic controversies has been 
extensive for several years; coverage of political controversies 
continues to expand as National Assembly elections approach in early 
1985. Responsibility for controlling the perennial student 
demonstrations on college campuses now rests with university 
administrators and faculties, and news coverage of demonstrations on 
and off campus is increasing. The ROKG responded quickly this 
Summer to grievances of striking taxi drivers in Taegu, and appears 
likely to strike a careful balance on food prices this fall between 
the different interests of farmers and urban consumers, within the 
constraints of its tight fiscal and monetary policies. 


On the international side, the spring and summer of 1984 found the 
Republic of Korea deep in the throes of "Olympic Fever." The better 
than expected showing of ROK athletes in the Los Angeles Olympics 
(19 medals, including 6 gold medals) stimulated national pride and 
raised high hopes for the next Asian and Olympic Games, which Seoul 
will host in 1986 and 1988, respectively. Sports contacts related 
to these games have helped plow new diplomatic ground in recent 
months, with Korean tennis and basketball teams playing in China 
(PRC), and PRC basketball and swimming teams competing in the 
Republic. Even North Korea, less than a year after its terrorist 
assault on ROK government (ROKG) leaders in Rangoon, sat down to 
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three meetings to work out a joint Olympic team and further meetings 
on this subject now seem likely. While the North-South sports talks 
have so far borne no direct fruit, counter-offers of economic aid 
did lead to acceptance by the ROKG of humanitarian relief supplies 
for victims of the extensive flash flooding in the South during the 
first few days of September. The transfer of several thousand tons 
of rice, cement, textiles, and medical goods and the return gifts of 
radios, shoes, and other consumer goods from the South were the 
first movements of such material across the tense Demilitarized Zone 
(DMZ) in over 30 years. The telephone hot line between Seoul and 
Pyongyang was reopened, the ROKG has tabled new proposals for Red 
Cross talks on family reunification, and the North has agreed to 
bilateral talks in November on trade and other economic topics. It 
is premature to conclude that decades of animosity and violence 
between the two Koreas are at an end, but these buddings of a 
constructive dialogue less than a year after the massacre at Rangoon 
are promising developments. 


The flash floods subsided in early September, but. the ongoing flood 
of visitors to Seoul continued to enhance Korea's international 
prestige and GNP. Pope John Paul II arrived in May to canonize 103 
Korean martyrs, and was followed by the heads of state or government 
of almost a dozen countries, top Asian Games and Olympic officials, 
thousands of business leaders for industrial visits and trade shows, 
and evangelist Dr. Billy Graham. The visit season was capped by 
ROKG President Chun's September visit to Japan: the first formal 
state visit to Japan since the Republic was founded in 1948. The 


visit produced balm for old wounds -- gracious apologies by Japan's 
Emperor and Prime Minister for Japan's colonial domination of Korea 
from 1910 to 1945 -- and direct attention to current relations, 
especially Korea's trade deficit with Japan that in*1984 will again 
probably exceed $3 billion. 


IIIT. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: The Korean economy maintained its robust 
economic growth through the first eight months of 1984, with real 
growth for all of 1984 expected to hit 7.5 to 8.0 percent after the 
exceptionally strong 9.5 percent real growth in 1983. Korea remains 
on the ambitious high growth track of the revised 1982-86 Economic 
and Social Development Plan, which projects Korean GNP to grow from 
about $80 billion in 1984 to about $108 billion in 1988 (an average 
annual real growth rate of 7.5 percent) and per capita GNP reaching 
$2,000 early in 1985 and $2500 in 1988, in constant 1980 dollars. 


The strong economic growth of 1983-84 is not a fluke, but a return 
to the export-oriented high .growth track of 1965-79, when real 
economic growth averaged almost 9 percent a year. This. time, 
however, the strong growth is in a low inflation environment, thanks 
to continued tight monetary and fiscal policies that. have kept money 
supply increases very close to the level of nominal growth, and have 
kept public sector spending growth well below nominal GNP growth. 
Since 1981, when Korea was designated host of the next Asian Games 
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and Olympic Games, Korea's outward looking economic strategy has 
been matched by an outward looking social, cultural, and political 
approach that brought hundreds of thousands of foreign visitors to 
Korea in 1983 and 1984 for international meetings, business events, 
and tourism, and will likely bring in many more before the 24th 
Olympic Games in Seoul in the fall of 1988. 


Agricultural Sector: On the production side, outstanding weather 
during most of the growing season is expected to allow Korea's 1984 
rice crop to exceed slightly the excellent 1983 harvest, despite 
some damage to the rice fields by September's extensive flooding. 
The floods did more damage to summer vegetables like cabbage and 
radishes, which were relatively in short supply during the early 
fall months. The shortage put upward pressure on food prices, which 
were stable through most of 1984, but rose slightly in September. 
The expansion of the livestock sector in recent months has slowed 
somewhat, but prospects are good for continued steady growth well 
into 1985. 


On the import side, Korea responded to relatively high U.S. corn 
prices by buying large quantities of other feedgrains, especially 
feed wheat. This substitution, along with substantial recent 
purchases of inexpensive Chinese corn, will cause total 1984 imports 
of U.S. corn to fall sub- 

stantially below the four million tons imported in 1983. 
Nevertheless, overall U.S. agricultural exports to Korea are 
expected to match the $2 billion total recorded in 1983, thanks to 
increased sales of cotton for textile manufacture and hides and 
skins for Korea's expanding leather goods industry. 


Industrial Production: Overall industrial production was up 17.4 
percent in the first half of 1984 over first half, 1983, but the 
seasonally adjusted monthly index fell back slightly (0.4 %) in July 
from the June 1984 level. Shipments were up 15.4 percent in the 
first half, while inventories remained steady. The capacity 
utilization rate hovered around 80 percent, despite substantial 
growth in capacity from the factory construction boom. 


Steel: Korean steel production grew about 10 percent during 1983 to 
about 12.5 million metric tons (MT), a figure that includes at least 
some double counting of crude and semifinished steel finished in 
Korea by other than the primary producers. Korean steel exports 
were up 7 percent during 1983 to 6.1 million MT, accounting for 10.6 
percent of Korea's exports by value, while imports grew 68 percent 
to 2.1 million MT. Korean domestic demand for steel is estimated at 
10.6 million MT for 1984, rising to 15.6 million MT in 1988, as 
Phase I of POSCO's second integrated steel mill now’ under 
construction at Gwangyang becomes fully operational, raising Korea's 
annual steel capacity to 17.6 million MT. Korea exported about $788 
million worth of steel products to the United States in 1983 (about 
31 percent of its steel exports), but a surge in Korean steel 
exports to the U.S. over the next few years is not expected because 
of the rapidly growing Korean demand for steel and President 
Reagan's decision in September, 1984, to seek negotiated export 
restraints on steel instead of unilateral quotas or barrier tariffs. 
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Shipbuilding: One of the major sources of domestic demand for steel 
is Korea's shipbuilding industry, which in 1983 delivered 67 ships 
(1.3 million gross tons worth $2.1 billion) to foreign and domestic 
customers. Ship repair and renovation work produced another $1.5 
billion in foreign exchange earnings in 1983. Korea is now the 
second largest shipbuilder in the world, accounting for almost 21 
percent of total world orders, and the industry produced about 15 
percent of Korea's exports by value in 1983. Although the largest 
shipyards are booked through mid-1986, the worldwide decline in ship 
orders is reducing the flow of new orders by as much as 40 percent 
from 1983 levels. Korean shipbuilders are responding to _ the 
retrenchment by maintaining competitive pricing, by adapting ships 
under construction to. changing customer preferences, by finishing 
and delivering ships early, and by diversifying into other products, 
such as offshore drilling platforms and rigs. 


Construction: The domestic construction industry, another major 
user of Korean steel, is not expanding as rapidly as it did in early 
1983, when it was the leading factor in Korea's strong economic 
growth. Tight money has stabilized domestic construction at 1983's 
record levels, except for factory construction, where building 
permits issued for the first seven months of 1984 (3.3 million 
Square meters of floor space) were 83 percent higher than the same 
period in 1983. Demand for private sector construction, especially 
housing, is expected to grow over the next several years in response 
to strong demand for housing in the cities and the new industrial 
areas. New overseas construction orders, at $3.4 billion in the 
first half of 1984, were just over the 3.2 billion recorded in first 
half, 1983. Orders for another $4.5 billion are expected during the 
second half of 1984, as declining real prices and demand for Middle 
East oil continue to depress what has been a very good market for 
Korean construction firms. 1984 earnings from overses construction 
seem likely to approximate 1983's level of $1.9 billion, down from 
about $2.5 billion in 1982. 


Electronics: Korea's highly competitive electronics industry 
regained its strength in 1983 by responding quickly to the recovery 
of worldwide demand. Both output and exports were up 39 percent, 
the highest growth rate in this sector in this decade. Korean 
international trade in electronics was almost balanced in 1983: $3 
billion in exports ($1.8 billion to the U.S.), and $2.7 billion in 
imports ($1.1 billion from the U.S.), including $1.7 billion in 
components and parts and $0.8 billion in industrial equipment. 


The most striking growth was in industrial electronics, up 48 
percent in output and 109 percent in exports, an indication that 
Korean producers are successfully shifting from lower technology and 
labor-intensive consumer products to more sophisticated industrial 
equipment, such as computers and peripheral equipment. Korean 
consumer electronics are still competitive (exports of color TV's 
jumped by 110 percent during 1983 to $389 million), but a finding of 
dumping and the subsequent application of antidumping duties 
averaging 15 percent by the U.S. Department of Commerce has 
temporarily slowed further growth of Korean 13-19 inch color TV 





pe 


receivers in the U.S. market. The two largest firms are expanding 
or opening up large production facilities for color TVs and 
microwave ovens in the U.S. (Lucky-Goldstar in Alabama and Samsung 
in New Jersey), while Daewoo is considering production sites in 
California. With the fabrication of a 64K D-RAM chip in December, 
1983, and the ground breaking for a very large scale integrated 
production facility in March, 1984 (both by Samsung), Korea has 
entered another level of competition in electronics production, 
where the emphasis will be on chips, semiconductors, computers, and 
peripherals. This is an area where the ability of Korea's labor 
force to learn and adapt quickly to changing technology and market 
conditions should keep Korea competitive at least for the rest of 
the 1980's, even with Korea's continuing need for external 
technology and finance. 


Fiscal Policy: In September, the ROKG cabinet approved a draft 1985 
budget of 12.3 trillion won (about $15 billion) designed to maintain 
Korea's tight fiscal policies. While not as austere as the 1984 
budget, which rolled back spending below 1983 levels, the 1985 draft 
budget does limit the overall spending increase to the 9.7 percent 
rate of growth in nominal GNP now expected during 1985. A revenue 
increase of 12 percent is expected to cover spending increases of 11 
percent for defense and 10 percent for education, which together 
account for over 55 percent of the budget. The budget plan calls 
for a 3 percent wage hike for government employees and a 51 percent 
increase in the general account budget surplus (to about $1.1 
billion) to bring overall government spending into virtual balance 
by covering the perennial deficits in the off-budget special funds 
and accounts like the grain management fund. 


Monetary Policy, Prices, and Financial Liberalization: The ROKG has 
also kept a tight reign on the money supply, trying to limit 
increases in M2 (total money supply) to a range of 9-11 percent for 
1984. In the first eight months of 1984, M2 expanded at an annual 
rate of about 10 percent, compared to rates of 27 percent for all of 
1982 and 15 percent for all of 1983. Tighter money has put upward 
pressure on interest rates (the annual rate on corporate debentures 
approached 15 percent in August 1984), and real interest rates have 
increased significantly as inflation has dropped to historically low 
levels of about 2 percent, following an inflation rate of only 3 
percent in 1983. As might be expected, higher real interest rates 
are attracting additional savings, and are also making business 
investments more selective. 


Korea's public sector economic technocrats have a 20 year track 
record of astute management of Korea's economic resources, primarily 
through the allocation of credit. The financial liberalization 
effort now under way is an effort to share this responsibility for 
resource allocation with private sector actors (e.g., firms, banks, 
and individual entrepreneurs) to make resource allocation even more 
efficient as the economy grows and becomes more complex. ROKG 
officials believe that this sharing of authority (liberalization) 
will lead to more efficient allocation of resources only if not 
distorted by high inflationary expectations or by speculation: 


‘ 
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hence the strong -ROKG emphasis on price stability from tight 
monetary and fiscal policies, and on tax efforts to confiscate 
"unwarranted" (i.e., speculative) gains in real estate. 


In January 1984, the Ministry of Finance (MOF) implemented the 
beginnings of a differentiated loan rate system, allowing banks to 
charge from 10-10.5 percent interest, depending on risk, instead of 
a flat 10 percent. Additional interest rate liberalization is 
expected in 1985. In April, the MOF announced plans to give U.S. 
(and other foreign) banks partial access to the won rediscount 
facilities of the Bank of Korea in 1985 and full access in 1986, as 
well as several other steps toward full “national treatment" of 
these banks. Further gradual liberalizing steps are expected, as 
the ROKG continues its efforts to make Korean service industries 
competitive by increasing their exposure to international 
competition. 


Commodity Trade: Korea's exports (FOB) reached $13.9 billion in the 
first half of 1984, up 26 percent from first half, 1983. However, 
imports (CIF) grew even faster (27%) to $15.5 billion. The trade 
deficit was about $1.6 billion at the end of August, 1984 (about the 
level of the trade deficit for all of 1983), but with demand for 
Korean goods strong in several markets, especially the United 
States, Korea's 1984 trade and current account deficits are expected 
to be close to the revised 1984 targets of about $1.5 billion. 


The U.S. and Japan are Korea's largest trading partners, accounting 
for a combined total of about half of Korea's exports and imports in 
the first half of 1984. During this period, Korea's trade with the 
rest of the world was about $150 million in surplus (counting a $1.6 
billion surplus with the U.S.), but Korea ran a trade deficit with 
Japan of $1.7 billion: over four times Korea's trade deficit with 
its principal oil suppliers: Saudi Arabia and Kuwait. 


Korea's leading import during the first half of 1984 was crude oil 
($2.8 billion), up only 4 percent from the first half of 1983 due to 
conservation efforts and substitution into other fuels, especially 
coal and LNG. Imports of machinery and electronics (including parts 
and components) were up 27 percent over 1983 levels to about 

$3 billion, while transport equipment was up over 200 percent, to 
$1.85 million. Korea's leading export in the first half was 
textiles, up 23 percent, to $3.3 billion, despite fears that Korea 
was beginning to lose its comparative advantage in this area to 
lower cost producers, such as China. Korea's other leading exports 
are in areas where Korea seems to be increasing its competitive 
advantage: ships ($2.6 billion - up 26%), iron and steel products 
($1.6 billion - up 12%), and electronic and electrical products 

($1 billion - up 46%). 


Export Market Access: Much of Korea's spectacular economic growth 

since the mid-1960's is attributed to its switch in the mid-1960's 
to an export oriented growth strategy. Today, there is little doubt 
that Korea can produce the necessary export volumes (an estimated 
$35 billion in 1986) at competitive price and quality to stay on its 
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high real growth track. However, outward-looking strategies are 
vulnerable to changing external conditions, and two concerns loom on 
the horizon like the clouds of a summer thunderstorm. One concern 
is weak demand, from the weak recovery in countries other than the 
United States, which should be ameliorated as the recovery spreads 
worldwide. The more serious concern is export market access: 
Korea's perception that export markets are less open to Korean goods 
than. they should be. Korea's largest market access problems have 
been with Japan, with which Korea has averaged annual trade deficits 
of about $3 billion since 1978. The last 18 months was typical; 
Korean exports to Japan grew 41 percent (to $2.1 billion) after 
growing less than half of one percent during all of 1983, while 
imports from Japan grew 32 percent to $3.8 billion: on track for a 
$3.4 billion deficit or more for 1984. 


Ironically, much of the attention to trade problems in the Korean 
press has focused on Korea's most open and important market, the 
United States, specifically on a color TV antidumping case filed in 
early 1983. A U.S. Commerce Department investigation determined in 
late February 1984, that dumping margins averaged 15 percent; these 
were raised in a subsequent (and not yet final) investigation to an 
average of 32 percent. This was one of only two of 13 recent 
dumping or subsidy investigations to find significant margins (over 
2 percent) or subsidies and injury to U.S. producers -- six of the 
13 found no dumping margin or subsidy. 


Contrary to the impression created by the media. focus on problem 
areas like color TV's, Korean exports to the United States continued 
to grow briskly, up 34 percent to $5.2 billion in the first half of 
1984, after an increase of 32.percent during all of 1983. Korea 
appears likely to retain most of its trade access benefits under the 
General System of Preferences (GSP) program that was renewed in the 
Trade and Tariff Act of 1984 passed at the end of the 98th Congress. 


Import Liberalization: The Korean market is also a bit more open to 

imports than would appear from from news reports, although extensive 
restrictions and barrier tariffs on many consumer and luxury goods 
tend to skew imports heavily toward raw materials, intermediate 
goods, and capital goods. Korean imports were up 27 percent in the 
first half of 1984 to $15.5 billion, after growing 8 percent during 
all of 1983. U.S. exports to Korea grew 19 percent in the first 
half of 1984, after growing only 5 percent during all of 1983. On 
January 1, 1984, the Korean Government began a broad downscaling of 
its tariff rate structure from an average-rate of 23 percent in 1983 
to an average rate of 17 percent in 1983. It followed in late 
February by announcing the phased removal of non-tariff barriers on 
hundreds of import. items through 1986. The Government said the 
target was a liberalization ratio of 95 percent by 1988, i.e., 
95 percent of the customs items (by eight digit CCCN classification 
numbers) would-be removed from the list of restricted imports. The 
government is making its liberalization timetable clear in advance 
to give domestic industries time to adjust to the steady opening up 
-of the economy. 
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The Government expects imports to rise significantly (an annual 
average of 12 percent) over the next three years (1984-86). 
However, some confusion over the pace and intent of the import 
reforms has arisen from different interpretations of the term 
“import liberalization." Koreans use the term to mean removing 
items from the restricted list (i.e., eliminating non-tariff 
barriers), while Americans use the term to mean removal of all 
tariff and non-tariff barriers, i.e., a completely free market. 
Korean practice is to open up the tightly controlled market for 
imports gradually, by removing many items from the restricted list 
("liberalizing"), but simultaneously raising tariffs on some of the 
more sensitive items to provide temporary tariff protection, and 
then steadily reducing the tariff barriers toward target levels over 
the next several years. The result is significant progress in 
opening up the market, but not as much or as fast as outside 
observers expect when first told of the high liberalization ratio of 
81 percent in 1983 and 95 percent by 1988. 


Foreign Debt: Korea's projected 1984 trade and current account 
deficits of about $1.5 billion and increased domestic savings from 
higher real interest rates are expected to keep Korea's total 
foreign debt at year end, 1984 to about $43 billion. Short term 
debt is expected to drop below 33 percent of total debt, while the 
debt service ratio (excluding short term debt) grows to an estimated 
16.6 percent. Foreign exchange reserves are expected to grow 
slightly to $7 billion at year end, 1984. 


Continued improvements in the trade and current accounts and in 
domestic savings are expected to slow the growth of foreign debt 
substantially through 1986. Gross foreign debt in 1986 is now 
expected to be only $47.4 billion, almost 27 percent less than the 
$64.5 billion projected for that year in the original 1982-86 
Economic and Social Development Plan. Korea has the world's fourth 
largest foreign debt, but its $11 billion in longer term financing 
of construction projects outside Korea and of ships, drilling rigs, 
and other exports make it a very significant international lender as 
well. Korea's net foreign debt (foreign liabilities minus reserves 
and the items it is financing) is expected to peak at $32.9 billion 
in 1986, and decline thereafter, presaging a decline in gross 
foreign debt beginning in 1989. 


Foreign Investment: Foreign investment approvals hit $315 million 
in the first half of 1984, 10 percent higher than the $268 million 
recorded in all of 1983. The largest single approval was for a 

$100 million equity investment by General Motors in a $400 million 
joint venture with Daewoo to produce automobile parts and small 
cars. First half investment arrivals exceeded the $100 million 
annual pace of recent years slightly, but arrivals are expected to 
increase substantially after the strong gain in investment 
approvals. Although the ROKG has generally preferred investment in 
joint ventures with foreign equity of 50 percent or less, the volume 
of foreign investment controlled (i.e., with more than 50 percent 
equity ownership) by foreign investors has increased in the past two 
years. This is particularly true of the larger projects, which tend 
to have a higher technology component than smaller projects. 
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Investment Liberalization: Korea's economic policy makers hope to 
induce even more foreign equity investment to reduce Korea's 
historically high reliance.on foreign debt. For this reason, the 
Government revised its Foreign Capital Inducement Law (FCIL) in late 
1983 to encourage additional investment inflows by easing approval 
procedures and lifting virtually all restrictions on remittances and 
reinvestment. The revised FCIL took effect on July 1, 1984, with a 
shift to a “negative list" system that specifies the industries not 
yet open or fully open to investment. The list is a substantial 
liberalization of the previous investment regime, with 66 percent of 
all industries (up from 44%) and 85 percent of all manufacturing 
industries (up from 67%). In addition, many of the restricted areas 
are partly open to investment and more are expected to be opened as 
the negative list is reviewed for further openings every six months. 


When fully implemented, the new FCIL should liberalize the entry 
conditions for foreign investment into Korea significantly. Some 
problems remain, however, in the implementation of laws and 
regulations by working level bureaucrats and in the adaptation to 
differences between Korean and other cultures. It is still too 
early to tell how much the campaign to encourage foreign investment 
will pay off in higher investment arrivals, but the recent surge in 
investment approvals is encouraging. 


IV. IMPLICATIONS FOR UNITED STATES BUSINESSES 


Export Market: Korea is America's eighth largest trading partner, 
and its fourth largest market for agricultural exports. It 
continues to offer good business opportunities to American 
exporters. Strong demand will continue for U.S. industrial raw 
materials, heavy machinery, and scientific products with a high 
technology content. Korean manufacturers recognize the need. to 
upgrade the quality of their products, especially those destined for 
export, and: will need more advanced production equipment to do so. 
U.S. firms can compete very effectively here for sales of products 
such as .- medical equipment and supplies, telecommunications 
equipment, analytical and scientific instruments, electronic 
components, food processing and packaging equipment, industrial 
controls, special machine tools, and special-purpose computers and 
peripherals. Korea will also continue to be a major market for U.S. 
agricultural commodities, and industrial materials such as coal, 
chemicals, scrap metals, logs, and lumber. 


Major Projects: The Korean Government continues to foster rapid 
expansion of infrastructure facilities in Korea, some of which are 
open to participation by U.S. firms. Areas of special interest to 
U.S. firms include engineering services and equipment in water 
treatment facilities and solid waste management, steel, 
telecommunications, and nuclear and other power plants. us. 
companies should be aware of the need for "“in-country" 
representation in order to be well positioned to win major contracts 
in Korea. The Korean Government generally requires, for example, 
that foreign firms associate with Korean engineering firms when 
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bidding on Government projects, so U.S. engineering firms should 
establish contact with Korean counterparts prior to the formal 
announcement of projects by the Government. 


U.S. Investment: Prospects for U.S. investment appear to be very 
good and improving. The most promising areas at this time seem to 
be electronics, automobile parts, and medical equipment. There are 
news reports of other U.S. automakers working out arrangements with 
Korean partners to supply parts or assemble cars for the U.S. and 
other markets. Similar opportunities for production for world 
markets are available in electronics, especially in semiconductors 
and computers. The revised Foreign Capital Inducement Law (FCIL) 
provides automatic approval for all joint ventures in areas not on 
the negative list with up to $1 million in foreign equity and up to 
50 percent foreign ownership. These levels are expected to increase 
as Korea gains experience with automatic approvals under the new 
Piceh. 


Foreign Trademarks, Copyrights and Patents: One of the weaknesses 
in Korea's investment climate has been its spotty protection of 
intellectual property rights. Korea has a "process" patent for 
chemicals and pharmaceuticals , but not a "product" patent, leaving 
the door open to copying of a product by altering one step in the 
production process. A move toward full "product" patent protection 
in 1987 is now under consideration. On July 7, 1984, the Korean 
Cabinet approved a draft revision of the 1958 Copyright Law designed 
to protect the copyrights of foreigners, among others, until Korea 
joins the International Copyright Convention. The draft bill 
provides that only works by foreigners with permanent residence in 
Korea and those originally published in Korea will be protected by 
law. The 1958 law has been criticized as ineffective in preventing 
the piracy of foreign publications, including translations and 
reproductions, but it does appear to provide effective — 
protection for records and audio cassette tapes. - 


The Administrator of the Korean Office of Patents Administration 
(OPA) recently announced that his office will be geared to active 
protection of foreign trademarks. He noted that foreign trademarks 
will be strictly protected and that no registration of a trademark 
Similar to known foreign trademarks will be allowed. The OPA also 
is reportedly drafting regulations to protect patent rights on 
computer software; the question whether computer software should be 
entitled to patent rights or copyrights has been a matter of public 
debate for some time, and is not yet settled. 





